342 



International transactions 



when the change in ownership takes place. Hence, the balance of payments 
statistics are likely to be more closely in accord with the general con- 
ceptual framework of national income statistics than the trade statistics 
in the Trade and Navigation Accounts. The trade statistics, in common 
with other countries’ statistics of external trade, relate, by international 
agreement, to physical movements of goods. 

The data for the balance of payments estimates of exports (including re- 
exports) are based on the trade statistics, but adjusted to accord more closely 
with the estimated timing of changes of ownership. The change in owner- 
ship of exports is assumed to occur on or after arrival at the overseas destina- 
tion and estimates of receipts from exports are therefore obtained by lagging 
the monthly trade statistics. The estimates in the balance of payments statistics 
of private imports from non-sterling sources are derived independently, from 
exchange control records, and of imports by government departments from 
their own records. The estimates of imports from non-sterling areas are 
derived from the trade statistics, with timing adjustments applied to several 
commodities individually. There are also deferences in coverage between 
the two sets of statistics (e.g. goods imported without change of ownership 
are included in the trade statistics but not in the balance of payments 
statistics). 

For the balance of payments estimates, both imports and exports are valued 
for the most part f.o.b. (“ free on board ” i.e. excluding all freight and 
insurance charges) whereas the valuations of imports in the Trade and Naviga- 
tion Accounts, which are related to the valuations for import duty, are 
valued c.i.f. (cost, insurance and freight). Thus the balance of payments 
estimates of both imports and exports exclude so far as possible all pur- 
chases of shipping and insurance services from non-residents (stated separately 
as imports or exports of services in the Blue Book table). They also exclude 
services provided by the British shipping and insurance industries, which 
are separately entered as parts of the gross domestic product. 

The published balance of payments estimates do not provide more than 
a very summary classification by commodity groups! 1 ). For any analysis of 
imports and exports requiring a detailed breakdown by commodities, the 
Trade and Navigation Accounts must be used. Thus the estimates of imports 
in the Blue Book tables relating to inter-industry transactions and to the 
import component of final expenditure (Blue Book, 1955, Tables 17-19) 
are based on the trade statistics with adjustments, necessarily very rough, 
to bring the totals into accordance with those used for balance of payments 
purposes. Similarly, the only adequate estimates of the volume of mer- 
chandise imports and exports are those derived from the trade statistics and 
the adjustment of these to a balance of payments basis is also very rough. 

It should be noted that imports of finished equipment for the Forces 
supplied under the Mutual Defence Assistance Agreement with the United 
States, and under similar arrangements with Canada, are excluded from 
the estimates of international transactions. They are similarly excluded front 
the statement of Central Government transactions (see page 199) and thus 
from gross national expenditure. 
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Preface 

Each spring since 1941, a White Paper has been laid before Parliament giving 
official estimates of national income and expenditure for the United Kingdom 
in the previous calendar year. The increasing elaboration of the estimates 
made it necessary, in 1952 and subsequently, to issue the statistics in two 
parts : a White Paper in the spring, providing summary statistics, and a fuller 
publication (the National Income “ Blue Book ”) in the summer. 

The present work is an attempt to describe in some detail how the estimates 
are built up and the system of ideas on which they are based. It is not in 
fact practicable to explain the derivation of the estimates so thoroughly that 
the reader would be in a position to reconstruct the national income estimates 
directly from the basic sources. The object is rather to describe the kind of 
material employed in such a way that the user may better appreciate the 
significance of the results and, in particular, may be able to judge the reliability 
of the component series and the extent to which practical or theoretical con- 
clusions may reasonably be drawn from the figures. 

A general point should be made about the use of terms. The phrase 
“ national income statistics ” is freely adopted here as a convenient expression 
to cover the whole body of statistics relating to national income, expenditure 
and output and to the social accounts, although, for reasons given in the 
book, it has not yet been possible to present estimates of the “ national 
income ” in the strict sense. 

The estimates are compiled by the Central Statistical Office but it will be 
evident from the present volume that they are derived in great part from the 
statistical work of other departments. The estimates should be regarded as 
a co-operative enterprise of several branches of the Government statistical 
services. The Central Statistical Office acknowledges with gratitude the willing 
help of departments both in compiling the statistics and in preparing the 
present book. The compilation of the official estimates owes much, too, to 
the work of private investigators. 

Frequent references are made in this volume to information derived from 
tax assessments, census of production returns and other returns of a confi- 
dential nature. In all such cases, the whole of the work of analysis and tabula- 
tion is undertaken by the department to which the original return is made ; 
the information passed on to the Central Statistical Office is limited to aggre- 
gates which cannot be identified as referring to particular individuals or 
enterprises. 

Publications 

The latest official publications presenting the national income statistics 
are: 

Preliminary estimates of national income and expenditure 1950 to 1955 
Cmd. 9729 (March, 1956). The present volume was completed before 
the figures in this White Paper were available and the statistical 
examples quoted in the book relate to the Blue Book, 1955. 

National Income and Expenditure, 1955 (H.M.S.O., September 1955). 
This is the most recent issue of the “ Blue Book ” and gives statistics 
for 1938 and for the years 1946 to 1954. The latest issue should be 
regarded as superseding earlier publications. 

v 



Printed image digitised by the University of Southampton Library Digitisation Unit 



A summary of the statistics is also given in the Annual Abstract of 
Statistics. 

Estimates for the years 1938 to 1945 appear in The Statistical Digest of 
the War (H.M.S.O., 1951) — one of the volumes in the History of the 
Second World War, United Kingdom Civil Series. Because of sub- 
sequent changes in definitions, and revisions of the statistics, some of 
the figures given here for 1938 to 1945 are not comparable with the 
current estimates. 

Plan of the book 

The first four chapters comprise a very general description of the statistics 
of national income and expenditure. Chapters I and II contain some discus- 
sion of the main concepts which the statistics are designed to measure. 
Chapter III is a summary of the sources from which the estimates are derived 
and of the way in which the figures are put together, discussing both the 
estimates at current prices and those at constant prices. Chapter IV describes 
how the Blue Book is arranged and explains the summary tables which 
appear at the beginning of the Blue Book. 

The rest of the book takes the reader through the various sections of the 
Blue Book ; each chapter covers one of the groups of tables concerned with 
one aspect of the economy. The present work should be regarded as a 
companion to the Blue Books themselves. The description relates to the 
sources and methods now in use. A continuous effort is made to improve 
the statistics and to develop new sources ; it is, however, expected that the 
general structure of the estimates will remain constant enough to render 
the present volume useful as a reference work for some years. The definitions 
and explanations will no longer appear in the annual Blue Books although 
any important additions or revisions will be noted there. 

The main object is to provide a guide to the Blue Books. The annual White 
Papers on national income and expenditure have hitherto consisted of the 
first seven summary tables in the Blue Books. The definitions, sources and 
methods used are generally the same ; for certain items in the White Papers 
preliminary estimates for the most recent years must be made from sources 
which become available more quickly, but are less satisfactory, than those 
used for the Blue Books. 

International comparability 

During recent years much has been done to secure international agreement 
on the methods of measuring national income and expenditure and of present- 
ing the statistics. The methods proposed for international use are set out in 
the United Nations publications A System of National Accounts and Support- 
ing Tables (United Nations, 1953), referred torn this book as “U.N. System 
of National Accounts", and Concepts and Definitions of Capital Formation 
(United Nations, 1953). A very similar set of proposals has been drawn up 
for the Organisation for European Economic Cooperation — A Standardised 
System of National Accounts (O.E.E.C., 1952), referred to in this book as 
“ O.E.E.C. Standardised System The methods adopted in the United King- 
dom are generally in accordance with the principles established in these 
reports ; some minor differences in treatment are noted in the present book. 



Central Statistical Office, 
March, 1956. 
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Chapter I 

The Conceptual Framework of National Income and 
Expenditure Statistics 

NATIONAL INCOME, PRODUCT AND EXPENDITURE 

The national income is a measure of the money value of goods and services 
becoming available to the nation from economic activity. It can be regarded 
in three ways : as a sum of incomes derived from economic activity, which 
can be broadly divided for example between incomes from employment and 
incomes from profits ; as a sum of expenditure, the main distinction being, 
that between expenditure on consumption and expenditure on adding to 
wealth (or investment) ; or as a sum of the products of the various indus- 
tries of the nation. These three aspects of the national income help to explain 
both the ways in which the statistics are normally presented and the ways 
in which the estimates are compiled. The present chapter describes the 
three methods of approach and the relations between them. 

The analysis of national income statistics is not confined to the subdivision 
of the national aggregates into the various forms of income, product or 
expenditure. It extends to the compilation of accounts for particular groups 
iwithin the nation — the sectors of the economy — and thus throws light on 
the transactions between the sectors. This extension leads to the method of 
analysis known as social accounting, and the use made of this method of 
presentation of national income statistics is described in Chapter II. 

The aggregation of incomes 

As a measure of the value of goods and services available to the nation, 
the national income is not simply an aggregate of all incomes. It includes 
only those incomes of residents of the nation, whether individual or cor- 
porate, which are derived directly from the current production of goods 
and services. Such incomes can be described as incomes of factors of 
production, or more shortly, as factor incomes. Other forms of income, for 
example retirement pensions or family allowances or receipts of private gifts, 
cannot be regarded as payments for current services to production ; they are 
paid for out of factor incomes, through national insurance, through taxes, 
or by gifts, and are described as transfer incomes. Payments for which no 
goods or services are received in return (e.g. taxes) are transfer payments. The 
national income, being the total value of goods and services becoming 
available, cannot include both factor incomes and transfer incomes. It is 
more usefully measured by the sum of factor incomes. 

One important form of income — -interest and dividends — is susceptible to 
alternative treatments. It may be regarded as a factor income earned by 
the owner of capital, or as a transfer payment out of the factor income 
earned by the enterprise employing the capital. In the former case, the 

1 
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2 The conceptual framework 

national income would include interest and dividends as one item of factor 
income and undistributed profits of enterprises as another. In the latter case, 
which is the treatment adopted in the United Kingdom statistics, the whole 
profits of enterprises are regarded as factor incomes, and the payments of 
interest and dividends as transfer incomes paid out of these profits. A par- 
ticular form of interest — interest on the National Debt is regarded as a 
transfer payment for a different reason: namely, that having arisen almost 
exclusively from financing abnormal current expenditures (mainly in war) it 
cannot, without straining language, be regarded as corresponding with any 
currently produced goods and services. 

The aggregation of products 

The sum of domestic factor incomes thus measures the total output of 
goods and services within the nation, described as the domestic product. Two 
points should be noticed. Firstly, the domestic product can be regarded as 
the sum of the products of industries or productive enterprises within the 
nation, but it is the sum only of the factor incomes earned in each industry 
or enterprise. It is essentially a sum of the values added at each stage 
of production. The value of the product of the weaving industry, in this 
sense, consists of the wages, salaries and profits of the weavers, but it does 
not include the value of the yam used in production, and so is not equal 
to the selling value of the cloth. Secondly, it follows that the domestic 
product includes only the factor incomes arising within the nation ; it does 
not include the value of imported goods and services, which are part of 
the domestic products of other countries. 

Domestic and national income and product 

The national income of the United Kingdom is the income of residents of 
the United KingdomC 1 ). Most of it arises from production within the United 
Kingdom But some income accrues to United Kingdom residents as a result 
of economic activity abroad, or property held abroad, while some income 
arising wi thin the United Kingdom is paid to non-residents. A distinction is 
thus drawn between the domestic income — the factor incomes arising within 
the country — and the national income, which consists of domestic income plus 
the net income received from abroad. The same distinction applies to the 
definition of product: the domestic product describes the total of domestic 
factor incomes, and the national product describes the domestic product plus 
net income from abroad. 

The aggregation of expenditures 

The national income has been defined as the value of goods and services 
becoming available to the nation. Hence it can be measured not only 
as a sum of incomes but also by summing expenditures on these goods and 
services. 

National expenditure can be broadly divided between consumption and 
adding to wealth (or investment). Consumption is taken to comprise all 
kinds of current expenditure on goods and services, whether by individual 
consumers or by collective bodies including the government. Adding to 
wealth is taken to mean the net increase in the stock of capital assets. 

(■) For a description of what is meant by residents see page 15. 
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Assets in this sense comprise both physical assets — the stock of factories, 
machinery, houses and so on — and financial assets in the form of holdings 
of securities and other claims and in the form of currency or bank deposits, 
including foreign exchange. But every financial asset or claim is neces- 
sarily a liability to someone else (including currency which is for convenience 
regarded as a liability to the issuing authority). Hence within the nation 
financial assets must be taken fit be offset exactly by financial liabilities. 
Adding to wealth, or investment, by the nation as a whole thus means net 
additions to the nation’s stocks of physical assets together with any net 
addition to the total of claims by residents of the nation on residents of 
other nations (in the form of gold, foreign exchange, holdings of shares in 
non-resident enterprises, trade credits, etc.). 

Just as the national income is not simply an aggregation of all incomes, 
and the national product is not an aggregation of the' selling values of all 
goods sold, so the national expenditure is not the aggregation of all pur- 
chases. It is defined so as to exclude the transactions that occur when a com- 
modity (such as yarn for weaving) or a service (such as the carriage of yam 
from spinner to weaver) is sold for the production of some finished com- 
modity (a shirt). This involves drawing a distinction between final and inter- 
mediate purchasers and transactions. The shirt is a final product ; its pur- 
chaser — the consumer — is a final purchaser, and his purchase in the retail 
shop is a final transaction and part of final expenditure. The transactions con- 
ducted between the spinner and the weaver, and between the weaver and 
British Railways, are intermediate transactions. All purchases of goods and 
services for use in current production and subsequent resale are intermediate 
purchases. Goods added to stock between the end of one accounting period 
and the next are, however, an exception ; additions to stock must be regarded 
as additions to wealth within the accounting period and therefore as final 
expenditure. To avoid duplication, only final purchases are included in the 
aggregate of national expenditure. 

In the simple case of the shirt this distinction gives rise to little difficulty. 
It is less easy to determine the boundary between final and intermediate 
purchases in considering transactions of the government or purchases of 
capital assets. The solutions adopted are described later. 

The treatment of imports and exports 

National expenditure is thus another aspect of the national income and 
national product. All three concepts are ways of regarding the total value 
of goods and services becoming available. In a closed economy, with no 
foreign trade, the national product and national expenditure would be 
different aspects of the same collection of goods and services. In an open 
economy, identification of the specific goods and services is rendered more 
difficult because many final goods contain imported material ; final expendi- 
ture on such goods thus generates income and product not only in the home 
economy but also in the foreign country from which the imported material 
has been bought. Similarly part of the national product is sold to other 
countries. National expenditure and national product cannot therefore be 
identified as a tangible collection of goods and services. 

National expenditure, as was said above, may be regarded as comprising 
the nation’s consumption and its investment, including as investment addi- 
tions to its wealth overseas. One form of investment is, therefore, an excess 
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of exports of goods and services over imports, which is necessarily accom- 
panied by an increase in the nation’s wealth (except where international 
transfers occur, a case dealt with below) ; this increase in wealth, or net 
foreign investment, in the form of increased holdings of foreign exchange or 
other financial claims on foreigners, or perhaps in the form of increased 
holdings of physical assets abroad, is a part of national expenditure as 
defined. In the reverse case, an excess of imports is financed by a draft on 
the nation’s wealth, or net foreign disinvestment. 

From the point of view of this discussion, income received from profits, 
or property abroad is regarded as equivalent to exports ; it is another means, 
of acquiring financial assets. Income paid abroad is equivalent to imports.. 
Thus: 

exports of goods and services 
plus income from abroad 
= imports of goods and services 
plus income paid abroad 
plus net investment abroad 

In estimating national expenditure, it is not in fact practicable except by 
rather elaborate methods — to eliminate the import content from each kind 
of final expenditure (e.g. from consumers’ expenditure). The statistics from 
which the estimates of consumption and investment are derived relate to- 
the total value of the final goods and services concerned, including their 
import content, and the estimate of national expenditure is arrived at by 
subtracting from this total value of final products the total value of imported 
goods and services. 

Thus the national expenditure is equal to total expenditure by residents 
of the nation on all final goods and services, including their import content 
— a total described as domestic expenditure — plus total exports and income 
received from abroad less total imports and income paid abroad. It is identical 
with the value of goods and services becoming available as a result of the 
nation’s economic activity, and thus with the national income and national 
product. 

International transfers, or gifts 

So far, only a passing reference has been made to international transfer 
payments, e.g. gifts. The most important of -these are inter-governmental gifts 
(such as the economic and defence aid received by the United Kingdom 
from the United States), but there are also private donations such as remit- 
tances by emigrants to their relatives at home. It would not be unreasonable 
to treat such gifts as part of the “national income”; they clearly add to 
the nation’s ability to buy goods and services (unlike transfers or gifts 
between members of the nation). It may be said that the direct effect of such 
gifts on national income and expenditure is the same as the effect of property 
income from abroad, which is included as a component of the national 
income. It is, however, more appropriate to treat the national income as a 
measure of the goods and services becoming available to the nation through 
its own economic activity. This limitation allows the inclusion in national 
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income of income from abroad, which is a measure of the yield of produc- 
tive assets held abroad ; it would not allow the inclusion of international 
transfers of which the value cannot be described as a measure of the receiv- 
ing nation’s economic activity. 

Such gifts of course, add to national expenditure by increasing consumption 
or national wealth (e.g. by increasing the. foreign exchange reserves). The 
equality between national expenditure and national income is preserved by 
setting the value of international gifts received (less gifts made to other 
countries) against expenditure in the form of additions to overseas assets. 
The specific consumption or increase in specific forms of wealth resulting 
from gifts is included in the detailed statistics of national expenditure, but 
is offset by a corresponding reduction in national wealth. 

T he identity of national income, product and expenditure 

The relation between the three identical aggregates may be summarised as 
follows : 

Relation between national income, product and expenditure 



Income or product 


Expenditure 


Domestic 


factor incomes = domestic 


Consumption (including its import content) 


product 




plus Adding to domestic wealth (including its 
import content) 






= Domestic expenditure 






plus Exports of goods and services (including their 
import content) and income from abroad. 


plus Net income from abroad 


less Imports of goods and services and income 
paid abroad 



National income or product = National expenditure 



The identities between the aggregates are, then, tautologies resulting from 
the definitions, not propositions about economic behaviour. Many of t e 
conceptual problems that arise in defining these aggregates and in classtfymg 
their components can be solved only by arbitrary or conventional methods 
It is not suggested that the methods applied in the official statistics i for the 
United Kingdom are the only “correct” solutions, nor indeed that they are 
the best solutions at all times and for all purposes. The concepts that the 
statistics are designed to measure are themselves abstractions from the com 
plicated realities of economic life, and the statistics may often appear remote 
and artificial until experience has been gained in their use as mstmme 
for interpreting real economic situations. 



The depreciation of assets <t „ 

To each of the three identical aggregates there corresponds a gross 
and a “net” concept. The process of production and the passage of time 
involve a gradual using up of the nation’s productive assets— its building 
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and machinery. This use of capital, or depreciation, should clearly be taken 
into account in calculating the net annual additions to the nation’s wealth, 
and should therefore be regarded as a deduction from income, product and 
expenditure— from income and product, because the using up of assets is a 
necessary cost of earning the income or producing the output (analagous 
with, although less easily measured than, the cost of raw materials) ; from 
expenditure, because depreciation of capital represents a reduction in the 
value of the national wealth. For three reasons, however, the main aggregates 
are shown before deducting any such provision. Firstly, the replacement of 
physical assets can be, within limits, postponed : hence it is useful to measure 
the total supply of goods and services becoming available, even though to 
preserve the nation’s assets intact some part of the total must be allotted 
to replacement (or provisions for future replacement) of existing assets. For 
some purposes, it is more useful to know the total output of capital goods 
than to know only the net increase in the stocks of such goods after allowance 
for depreciation. Secondly, estimates of depreciation, or the use of capital, 
can be made only on the basis of convention or of some arbitrary principle 
of calculation. They do not represent actual transactions and are thus of a 
different nature from most of the other estimates in the national income 
statistics. Thirdly, and more important, (for reasons described in more detail 
on page 15) it is not at present possible to show estimates of the current use 
of capital which have real meaning in the system of national income statistics, 
although this may be possible in the near future. Hence the statistics at 
present published for the United Kingdom are confined to measurements of 
“gross” income, product and expenditure, before making allowance for 
that part which should be allotted to the maintenance intact of the nation’s 
capital assets. To preserve the real significance of the expressions national 
income, national product and national expenditure, to none of which 
appropriate measures can be applied at present, the terms used to describe 
the present estimates are “national income and depreciation”, “gross 
national product ”0 and “ gross national expenditure ”, 

Aggregate personal incomes 

Another commonly used aggregate of some importance is the total of 
personal incomes. It has been pointed out that the national income is defined 
to represent the aggregate of incomes arising from current production of goods 
and services plus net income from abroad. It is, however, convenient also to 
measure the simple aggregate of all incomes accruing to persons resident in 
the nation, whether derived from current production or by transfer of income 
from others through taxation or through receipts of rent, interest and 
dividends. This aggregate is greater than the national income plus deprecia- 
tion to the extent that such transfer incomes from public authorities (which 
include interest payments as well as national insurance benefits and similar 
grants) are included in personal income as well as the personal incomes 
which are taxed to provide them ; it is smaller than the national income to 
the extent that trading enterprises of all kinds retain some of the income 

0) The gross national product is gross only in the sense that no deduction is made for 
depreciation. It is still “ net ” in the sense that it is free of duplication, including only values 
added in production. The gross national product should not be confused with “ gross 
output ” as defined, for example, in the census of production, where gross output includes 
the value of purchased materials. 
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arising from current production (or from abroad) for their own investment 
or for paying their own taxes. 

Total personal incomes may be greater or less than national income 
plus depreciation, and changes in personal income may also be significantly 
different from changes in national income. 

FORMS OF INCOME 

It was said at the outset that the national income includes only those incomes, 
whether individual or corporate, which arise from economic activity. Except 
income from abroad, such incomes are those arising from domestic produc- 
tion of goods and services and are described as factor incomes, since they 
are regarded as the earnings of factors of production. The classification of 
factors of production presents a good many difficulties in economic theory. 
Economic activity, or production, results from the combination of factors 
of production in various ways. The classification of factor incomes is dictated 
by convenience rather than by purely theoretical considerations. 

In the broadest sense, factor earnings may be described as earnings from 
work and the use of property, or as employment income and profits. 
Employment income includes wages and salaries and the pay of the Forces ; 
it is taken to include also certain supplements to employees’ incomes such 
as contributions made by employers to national insurance and to super- 
annuation schemes. The term profits includes all surpluses from trading, 
that is, any excess of operating receipts over operating expenses, by any 
producing enterprise whether publicly or privately owned. For traditional 
and statistical reasons, however, “ rent ” — the operating surplus derived from 
the ownership of land and buildings — is separately classified, although it 
differs little from any other form of profit. 

The distinction between employment incomes and profits cannot be made 
in the case of incomes of persons working on their own account or in 
partnership ; such incomes are therefore separately classified as income from 
self-employment. In practice, it is possible to distinguish profits only in the 
case of “ impersonal ” enterprises. These can be subdivided between privately 
owned corporate enterprises (companies), the public corporations (chiefly the 
bodies administering the nationalised industries) and other publicly owned 
trading, enterprises. 

The forms of income comprising the national income, as presented in the 
United Kingdom statistics, are therefore: 

Income from employment — 
wages 
salaries 

pay of the Forces 

supplements to employment income (described as “ employers’ 
contributions ”) 

Income from self-employment (a mixture of employment income and 
profits) 

Profit incomes from domestic production, earned by — 
companies 
public corporations 
other public enterprises 
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Rent 

Property income from abroad 
less Property income paid abroad 

The total of these incomes is the national income. But the classification 
is not one that allows any precise division between the earnings of different 
kinds of factors of production. 

Definition of production and the extent of imputation 

The problem then arises of delimiting the field of “ production ” or 
economic activity. In the widest sense, production might be taken to cover 
all activities resulting in useful goods and services. Such a definition would 
raise great difficulties of measurement. The domestic services of housewives, 
for example, and the week-end carpentry of householders, are not exchanged 
for money ; they could be given only an assumed value which would neces- 
sarily be very arbitrary. In computing a money measure of the nation’s 
production, it is most convenient to confine attention to activities yielding 
goods and services which can be given a value which is not wholly arbitrary. 
This means substantially those goods and services which are in fact exchanged 
for money. 

This is already a very broad definition — much broader than the sense in 
which “ production ” is often used. It includes not only the output of physical 
commodities from extractive and manufacturing industry but also the activities 
of transport and communication, wholesale and retail distribution, the other 
service industries, and the work of civil servants, local government employees 
and the Forces. 

In practice, the definition used in the United Kingdom statistics extends a 
little beyond this to cover certain kinds of activity which are not actually 
exchanged for money. The principal example is the value received from 
owner-occupied houses. No money actually passes between the owner and 
the occupier of a house when they are the same person, but a valuation of 
the services of the building is nevertheless made in the process of reckoning 
the owner’s liability for income tax, based on an estimate of the net income 
which could be obtained (or could have been obtained at some past date) by 
letting the building commercially. A figure derived by the same kind of 
method is included in the reckoning of the national income. In effect the 
owner-occupier is divided into two separate transactors ; it is supposed that 
as owner he lets the building to himself as occupier for a certain rent. This 
process of inventing a transaction is known as “ imputation ”. 

Imputation is confined to the very small number of cases where a reason- 
ably satisfactory basis for the assumed valuation is available. In general this 
can occur only where the imputed transactions in question are closely s imil ar 
to a group of transactions in which money actually passes. Hence the flow 
of goods and services which contribute to the national income and product is 
limited to those goods and services which are customarily exchanged for 
money. Thus in the case of owner-occupied houses, a basis of valuation can 
be obtained because there is a large number of commercially rented buildings. 
Employees’ remuneration in kind (e.g. free or cheap coal for miners, food 
and lodging for domestic servants and the Forces) is also included in the 
national income. Farm produce consumed by the farmer and his own house- 
hold is included at an imputed value. Finally, a value is imputed for the 
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services of certain buildings owned and occupied by public authorities (e.g. 
offices). These are the only significant cases of imputation in the United 
Kingdom statistics of national income and expenditure. To omit some of 
these imputed items entirely might lead in some circumstances to misleading 
conclusions. For instance, if the income in kind of the Forces were omitted 
from personal income and expenditure, then a substantial increase in the size 
of the Forces would in itself appear to cause a substantial fall in consumers’ 
expenditure. If a large number of rented houses were sold to their occupiers, 
the omission of imputed rent would lead to an apparent decrease in national 
income and product due merely to a change in ownership unrelated to any 
real decrease in goods and services. 

It should be observed that whenever an income is imputed, a correspond- 
ing expenditure must simultaneously be recorded. The inclusion in the 
owner’s income of the annual value of an owner-occupied house must be 
balanced by an imagined equal payment of rent by the owner-occupier qua 
occupier. The inclusion in the “ income ” of domestic servants of free food 
must be balanced by an imagined equal “ expenditure ” by domestic servants 
on food. Both aspects of the imaginary transaction must be recorded in 
order to preserve the identity between income, product and expenditure. 

Although the statistical arguments against extending the scope of imputa- 
tion seem overwhelmingly strong, it must be admitted that the restriction 
of the estimates substantially to money transactions limits their significance 
in certain contexts. For example, the fact that the unpaid activities of house- 
wives are excluded from the national income will vitiate in some degree any 
comparison between different countries or different periods if the amount 
of work done by housewives is substantially different. Thus the bringing into 
industry of many housewives during the war caused a substantial increase 
in the national income and product ; no allowance was made for any 
accompanying loss of housewives’ services in the home. 

Another example may be found in the treatment of consumers’ durable 
goods such as motor cars, washing machines or pianos. It would be 
theoretically possible to include in “ production ” the services rendered by 
such goods over the period (often many years) of their useful lives. In this 
case the owner of these goods would be regarded as a producer and it would 
be necessary to impute a “ hire-charge ” to himself as user in the same way 
as for owner-occupied houses. Although such goods are sometimes rented, 
there is no proper basis for estimating such a charge, and no imputation is 
made. The “ boundary of production ” is drawn where the motor car is handed 
over to the buyer, and in effect its consumption is supposed to take place 
immediately. The disadvantages of this procedure are obvious. In wartime, for 
example, people may reduce their purchases of durable and semi-durable 
goods (e.g. clothing) to a comparatively low level without reducing their 
actual use of such goods. The wearing out of existing goods is not fully 
replaced. In such circumstances, the figures for “ consumption ”, being 
restricted to new acquisitions, may give a very misleading impression of the 
reduction in the consumers’ real standard of life. These are among the 
limitations which should always be remembered in interpreting national 
income statistics. 

83332 B 
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THE CLASSIFICATION OF FINAL EXPENDITURE 

Four groups of economic entities which buy goods and services produced in 
the United Kingdom may be distinguished: 

United Kingdom private households. 

United Kingdom producers, or trading concerns. 

United Kingdom public authorities, and 
non-residents of the United Kingdom. 

Consumers' expenditure 

Private households (or individuals) ibuy all sorts of things— food, hair-cuts, 
clothing, motor cars— for their own private use and enjoyment. Since it was 
decided, for the reasons given above, that (except for houses) it is impracticable 
to measure the services rendered by durable consumers’ goods over their 
useful lifetime, the value of consumers’ expenditure must be computed at the 
point where the goods and services are handed over to the consumer. The 
purchase of these goods and services constitutes “ personal expenditure on 
goods and services ” or, for short, consumers’ expenditure. The acquisition 
of houses and land is not included in consumers’ expenditure ; the owner- 
occupier can be regarded as a producer who sells the services of his house 
to himself at an imputed rent. The imputed rent is included in consumers’ 
expenditure. ■ 

Producer s' purchases 

Next may be considered the purchase of goods and services by producers, 
whether companies, unincorporated businesses, public corporations or public 
trading bodies. Most such purchases are of goods and services for use in the 
course of production, e.g. the flour bought by bakers for use in the production 
of bread. In such cases the purchase is regarded as an intermediate and 
not as a final purchase (as 'pointed out on page 3), The ultimate purpose 
both of producing the flour and of using it in the bakery is the production 
of bread for sale to the consumer ; it is only at this stage that final expenditure 
is measured. Although these intermediate transactions are eliminated in 
estimating the national aggregates of final output and expenditure, the study 
of the changes in inter-industry transactions in intermediate goods and 
services is of great importance and interest. Some of these transactions are 
shown in tables in the Blue Book which display the inter-relationships between 
the outputs and inputs of the principal industries and the effects on different 
industries of changes in final expenditure. 

Capital formation 

Not all purchases of goods and services by producers, however, are for 
use in current production. Firstly, goods of the same kind as the materials 
used in production may be bought in excess of the amount currently used. 
In this case the producer’s stocks of material, his assets, will rise ; he is 
adding to wealth or performing investment, or “ capital formation ”, in stocks. 
Secondly, the producer may buy buildings, machinery, vehicles or plant 
which will give services to production over a number of years. This form 
of expenditure is described as fixed capital formation. To the extent that it 
exceeds the wearing out, or depreciation, of existing assets it represents an 
addition to wealth and is described as net fixed capital formation. As already 
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pointed out, however, (on page 6) this net concept is not at present shown 
in the official United Kingdom statistics. For present purposes, therefore, 
only gross fixed capital formation is considered. 

Both these forms of expenditure by producers, capital formation in stocks 
and in fixed assets, form part of gross national expenditure because they add 
to wealth. By definition all capital formation is made by producers, since 
consumers are assumed in effect to use up goods and services as soon as 
they buy them. Thus they cannot accumulate stocks and the existence of 
durable consumers’ goods other than houses is neglected. Houses are regarded 
as productive assets, the house owner being therefore a producer ; the 
purchase of new houses forms part of fixed capital formation. 

Public authorities’ expenditure 

Another group of purchases of goods and services is formed by the 
expenditure of public authorities, that is, the Central Government and local 
authorities. In the course of organising collective services, e.g. defence, justice, 
health and education, the public authorities purchase the services of their 
salaried officials, and many goods such as munitions, office furniture, hospital 
equipment and text books. The services to the public which result from these 
purchases are rendered free, or nearly free, and so do not appear in consumers’ 
expenditure. Nevertheless it is clearly desirable that, in reckoning the national 
income, the work done by teachers, judges, etc., as well as by those who make 
the necessary equipment for their work, should not be excluded. This may be 
achieved by regarding public authorities as collective bodies providing free 
public services for collective “ consumption ” by the community. Since these 
services of public authorities are not sold, they can be valued in money 
only by adding up the money spent by the public authorities in buying the 
services of teachers, health service employees, the Forces, and other public 
servants, together with the materials used (blackboards, the rent of buildings, 
drugs, military equipment, paper, etc.). 

In the same way, public authorities’ expenditure on fixed assets, such as 
buildings or fire engines, is part of national capital formation (although no 
account is taken, because of lack of information, of any additions to their 
stocks of consumable stores apart from those held by government trading 
enterprises). It should, however, be noted that — with certain minor exceptions 
— no purchases of military equipment, however durable, are regarded as 
capital assets ; nearly all defence expenditure is treated as current expenditure 
^as “ consumption ” in a wide sense. 

A more difficult problem is the treatment of government services which are 
services not to the citizens as ultimate consumers (e.g. of food, defence or 
justice) but to producers, e.g. advisory services for industry, or that 
part of the expenditure on the maintenance of roads which might 
be regarded as serving industry. It has been argued that services 
of this kind should be regarded as intermediate products and so excluded 
from final expenditure. This point of view is not adopted in the United 
Kingdom statistics. The complications involved in the proposed treatment 
are not considered to be worth while. 

The argument that some government services are of the nature of “inter- 
mediate ” rather than “ final ” goods may indeed be pressed further. Although 
it appeals to common sense to regard publicly provided education, or parks 
83332 B 2 



Printed image digitised by the University of Southampton Library Digitisation Unit 



12 



The conceptual framework 

and museums, or the health service as final products comparable with similar 
goods and services normally paid for in cash, yet the case is not so clear 
with some other government activities. For example, the services of civil 
servants engaged in drafting legislation might well be regarded as essentially 
an “ intermediate ” service required for the functioning of the present economic 
system. The whole apparatus of defence might be regarded in the same 
light. If this view were accepted, a large proportion of government activity 
would not feature directly as final output or final expenditure at all, although 
it might be considered as part of the “cost of production” of all other 
goods and services. In practice, however, there seems to be no generally 
acceptable way of drawing the line between “ final ” and “ intermediate ” 
forms of government activity, and all government activity is therefore treated 
as “ final ” goods and services. Sufficient detail is provided to enable the reader 
to distinguish between those activities which he might wish to regard as 
genuine “ final expenditure ” and those which he would prefer to treat 
as “ intermediate ”, or as what have been described as “ regrettable necessities ”, 

Exports and imports 

The treatment of international transactions in the estimation of national 
expenditure has already been described on page 3. 

To sum up, the categories of final expenditure are classified as follows: 
Consumers’ expenditure on goods and services 
Domestic fixed capital formation (gross or net) 

Capital formation in stocks and work in progress 

Current expenditure by public authorities on goods and services 

Exports of goods and services and income from abroad 

less Imports of goods and services and income paid abroad 

the total being equal to National expenditure (gross or net). 

VALUATION PROBLEMS: MARKET PRICES AND FACTOR COSTS 

The various forms of final output, considered from the point of view of the 
purchasers, are most appropriately valued at the prices which the purchasers 
actually pay (the import content being deducted as a single total from the 
sum of the various expenditures). The aggregate value of the goods and 
services consumed or added to the nation’s wealth will not in general, however, 
be equal to the sum of factor incomes arising from production. The final 
expenditures as recorded cover any taxes on expenditure (broadly, what are 
generally known as indirect taxes such as Customs and Excise duties) imposed 
on the goods and services concerned. Such taxes on expenditure are paid 
at one stage or another by the producers or merchants (e.g. import duties paid 
by the importer, purchase tax paid by the wholesaler). Again, the prices paid 
by the final user fail to cover the total factor incomes if the producers 
receive a government subsidy (e.g. the subsidies, deficiency payments or 
guaranteed prices paid in respect of many foodstuffs). Such taxes and sub- 
sidies enter into the final or “ market ” price paid by the purchaser. But taxes 
accrue to, and subsidies are paid by, the government not the producer, 
and cannot be identified with any specific goods or services which the 
government provides or receives in return. Thus although indirect taxes 
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form part of producers’ costs, they do not form part of the income of factors 
of production. Similarly, although subsidies form part of the income of factors 
of production, they do not form part of the prices which the final purchaser 
pays. 

There are therefore two different ways of valuing national expenditure 
and the national product : at market prices, including all taxes on expenditure 
(subsidies being regarded as negative taxes), or at factor cost, representing 
only ithe sum of the incomes of factors of production. The two methods lead 
to different totals which may also show different movements over time. 

In the official statistics for the United Kingdom, the national product is 
expressed at factor cost in the sense that it is the sum of domestic factor 
incomes plus net income from abroad. The components of national expendi- 
ture are shown at market prices, the basis on which the statistics are naturally 
compiled. Total national expenditure is shown at factor cost, the estimate 
at factor cost being arrived at by deducting taxes on expenditure from, and 
adding subsidies to, ithe estimates of expenditure at market prices. National 
expenditure at factor cost is thus identical with the sum of domestic factor 
incomes plus net income from abroad, and with national product at factor 
cost. 

Some authorities prefer to express the aggregate national product and 
national expenditure at market prices^). This can easily be done from the 
United Kingdom statistics by adding taxes on expenditure to, and subtracting 
subsidies from, the aggregates shown at factor cost. 

Both methods of valuation have their uses and both are well established 
by tradition. Broadly speaking, the justification of market prices is that they 
represent the relative value to the individual of different goods and services, 
on the usual assumption that the price paid for each commodity is proportional 
to its marginal utility. Thus an increase in the domestic product at market 
prices, other things being equal, can be regarded as indicating prima facie 
an increase in the “ economic welfare ” of the community. On the other hand, 
valuation at factor cost displays the composition of national product or 
expenditure in terms of factors of production employed, the contributions 
of the factors being measured by the incomes that they receive. Valuation 
at factor cost may therefore be useful in connection with problems of the 
allocation of resources. The choice between the two presentations thus 
depends on the purpose for which the statistics are used. Either method can 
of course be adapted to the measurement of changes in terms of constant 
prices. 

Although no serious statistical problem is involved in estimating the total 
of taxes on expenditure or subsidies, their allocation between the different 
industries contributing to the national product, and between the different 
goods and services making up national expenditure, presents substantial 
difficulties of estimation in certain cases. It is not considered necessary in 
the United Kingdom statistics to show national product except as a sum 
of factor incomes ; therefore the problem of determining the incidence of 
such taxes and subsidies on each industry does not arise. It is, however. 

C 1 ) This is the case in the United States (where indirect taxes and subsidies are of much 
less importance than in the United Kingdom). The O.E.E.C. Standardised System (page 13) 
also says “ it is more useful to reserve this abbreviated expression (gross national product) 
for the gross national product at market prices.” 
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necessary to allocate the taxes and subsidies between the different categories 
of final expenditure ; since the incidence of some of these taxes (e.g. the tax 
on petrol used by business, or local rates on business premises) is spread 
in indeterminable proportions over most goods and services, the adjustment 
to factor cost cannot be carried through in full detail and is necessarily 
somewhat arbitrary even for the broad groups in which final expenditure 
is shown. 

The limitations of welfare and productivity measurements 

The justification of each method of valuation is subject, however, to many 
qualifications which seriously limit the significance of the conclusions to 
be drawn from the statistics. Valuation at market prices would provide a 
measure of changes in “ economic welfare ” if final products whose market 
prices are equal contributed equally to welfare. But the presumption of any 
such equality is clearly open to doubt when any actual comparison is 
attempted between different periods or countries. It is distorted by differences 
in the distribution of income, by differences in taste, by the artificialities intro- 
duced by price control or rationing, and by the difficulty of comparing the 
increments of “welfare” resulting from equal increments of government 
expenditure, consumers’ expenditure, and investment. Hence if any con- 
siderable change occurs in these elements of the economic structure, it is 
difficult to conceive of statistics of national income affording in any precise 
sense a measure of economic welfare. 

In recent years national income statistics have been more widely used 
than in the past as measures of national productivity, or for problems con- 
nected with the distribution of resources. But the factor cost measure, which is 
relevant to the consideration of these problems, also has important limitations. 
The relative rewards of factors of production in different industries or at 
different times are influenced by the degree of monopoly and by limitations 
on the free movements of factors. Moreover the existence of taxes and sub- 
sidies placed on the use of particular factors of production (or on commodi- 
ties incorporating the factors) necessarily influences their relative cost to the 
producers employing them and thus the distribution of factors between 
different uses. 

These qualifications are introduced to show that the meaning to be attached 
to the aggregate of national income, product or expenditure is essentially 
arbitrary and limited. The comprehensiveness of the aggregates is limited 
by convenience and convention ; the valuations placed on goods and services, 
even if adjusted to constant prices, are monetary values determined in imper- 
fect markets and do not provide precise measures of changes either in welfare 
or in productivity. Nevertheless, the significance of the broad trends shown by 
the aggregates is often unmistakeable. Moreover, the more immediate interest 
of national income statistics lies in the detailed analysis of transactions ; 
although only limited significance can be attached to the aggregates, yet 
the components from which these aggregates are built up are (for the most 
part) actual money flows representing the main currents of economic activity. 
This emphasis on the relationships between the various parts of the economy 
is the basis of the “ social accounting ” approach, described in the next chapter. 
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THE DEFINITION OF THE NATION 

So far, little indication has been given of what is meant by the “United 
Kingdom ”, in describing the way in which its national income is compiled. 
Broadly, the national income, product and expenditure are the income, 
product and expenditure of those persons, enterprises and institutions which 
are regarded as United Kingdom residents. These are not the same as the 
income and product originating, or the expenditure occurring, within the 
geographical boundaries of the United Kingdom. Some of the implications of 
the treatment adopted are described later (pages 338 to 340). For the moment, 
two important points may be noted. In the first place. United Kingdom 
residents include some persons whose economic activity is in fact carried on 
abroad. Thus the “ United Kingdom ” product includes the activity of ships 
and aircraft owned in the United Kingdom and of members of the Forces, 
and government officials, stationed abroad. Similarly, work done by members 
of other countries’ Forces, or staffs of embassies stationed in the United 
Kingdom, is not included. Secondly, a more difficult problem arises in applying 
criteria of residence to business enterprises which operate abroad. The principle 
followed here is to regard such enterprises as divided into two parts (a division 
which may or may not conform with the internal organisation of the enter- 
prise) : an “ overseas branch ” earning a profit on overseas operations, which 
accrues to a “ head office ” in the United Kingdom. Hence the flow which 
enters the national product (but not the domestic product) is the income 
accruing from foreign operations, whether in fact remitted or not. It is only 
the profit of the “overseas branch” which enters the United Kingdom’s 
national product ; the rest of its net output is excluded. 

“ MAINTAINING CAPITAL INTACT ” 

The national income may be measured by the nation’s consumption plus any 
net increase in its assets or wealth. The measurement of changes in the 
nation’s wealth raises two problems, rather similar in character, which cannot 
be avoided in even the most summary presentation of the statistics. These 
are the problems of valuing the use of fixed assets, or depreciation, already 
referred to on page 5, and of valuing the change in consumable assets, or 
stocks — the problem of “ stock appreciation ”. 

Depreciation 

It was pointed out that the national income and the change in wealth 
cannot be measured unless allowance is made for the gradual wearing out 
by use and obsolescence of the nation’s fixed assets ; and that the estimates 
given in the United Kingdom official statistics at present refer only to 
“ gross ” concepts which do not purport to allow for the cost of using capital 
assets. The difficulty arises from the fact that the actual cost of using fixed 
capital obviously cannot be measured directly ; the “ transaction ” which it 
represents must be regarded as an imputed transaction. 

In business accounting, this unrecorded element in current costs of pro- 
duction is met by provisions for depreciation. Such provisions are, however, 
nearly always made by reference to the original cost of the asset ; that is they 
provide for the setting aside during the assumed life of the asset of the original 
money outlay. They are thus comparable to the amortisation of a debt rather 
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than to a measure of the extent to which the assets are used up in each 
year. This is, indeed, the only approach possible if precise figures are required 
and in long periods of stable prices would be adequate for measuring the 
net national income. 

It is, however, essential in reckoning net national income and the change 
in national wealth that the current charge for the use of assets should be 
calculated in terms of current prices which are related to the current value 
of resources used in production. During or after a period of substantial 
changes in prices, the provisions made by business accounting thus become 
inappropriate for national income measurement. Valuation at current prices 
is the only way of securing internal consistency between the cost of using 
capital and other current costs of production ; it is also the only way of 
treating consistently the uses of different kinds of assets! 1 ). 

Stock appreciation 

The second problem arises in measuring the change in national wealth 
represented by changes in stocks! 2 ). The concepts adopted for the measure- 
ment of national income and wealth require a measure of the change in 
stocks valued in the same way as other transactions in the system, that is 
at the prices of the period concerned. Business accounting methods, which 
produce most of the statistics actually used for reckoning incomes and 
changes in stocks, adopt a convention which results in a rather different 
valuation in times of substantial changes in prices. In this case, however, it 
is possible to make a rough adjustment for the difference between business 
accounting methods and the objectives of national income measurement. 

In the measurement by normal accounting methods of the profit earned 
by a trading enterprise in a given period, the stocks taken over from the 
preceding period are treated as a purchase, while the stocks handed on to' 
the following period axe treated as a sale. As a result, any increase in the 
value of stocks between the beginning and end of the period will enter into 
the accounting profit, along with the excess of sales to outsiders over the 
sum of purchases from outsiders, payments to labour and depreciation 
charges. Expenditure during the year in purchasing materials is allowed as an 
operating expense only to the extent that the money value of stocks and work 
in progress at the beginning of the year is maintained. Any increase in stocks 
resulting from purchases in excess of this will appear as a form of investment. 

If this definition of profit were accepted in national income measurement, 
it would mean that any increase over a year in the money value of stocks 
would be treated as “ adding to wealth ”, even if the physical volume of 
stocks remained constant. But for a measurement of income and stock changes 
consistent with the other flows dealt with in the system of national income 
statistics it is desirable that “ additions to wealth ” should include only real 

(‘) A fuller treatment of the problem of measuring the use of fixed assets will be found on 
pages 273-274. Certain statistics are available (and given in the notes to the Blue Book) 
of statutory allowances for depreciation for income tax purposes. These allowances, like 
those made for business accounting, are related to original cost. They are also subject to 
substantial changes from year to year with the introduction, variations in the rates, 
suspensions, and restoration of initial allowances and with their replacement by investment 
allowances. Thus the relation of the statutory allowances to the economic concept of the 
current cost of the use of assets varies from year to year. 

(?) A fuller treatment of this problem, and of the methods of dealing with it, will be found 
on pages 309-313. 
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additions to wealth arising from the activities of the period ; they should 
include any increase in the physical volume of stocks, but not an increase 
in the money value of stocks due to a rise in the prices at which stocks are 
valued. The effect of normal acounting methods is that in times of nsing 
prices the money value of stocks increases by more than the physical volume 
valued at the prices of the year, and book profits thus incorporate an 
amount which from the present point of view must be regarded as & capital 
gain, not as income. The difference is described as “stock appreciation . 
In reckoning the national income, product and expenditure, the estimated 
amount of stock appreciation is subtracted from the estimate of incomes and 
stock changes derived from accounting data. The stock change, after this 
adjustment, is described as the “value of the physical increase m stocks . 

. If prices are rising, stock appreciation is positive ; if prices are tailing, it 
is negative. 

These estimates of stock appreciation are only hazardous approximations 
and cannot be presented in much detail. Hence the adjustment is shown only 
for the major sectors of the economy. Further, the accounting data of profits, 
unadjusted, are more appropriate for many kinds of economic analysis than 
the adjusted data which represent more nearly the national income concepts. 
The unadjusted data are the “profits” as normally reported and have their 
influence on business policy ; for interpretation and prediction of trends, 
tbe unadjusted data may prove more valuable than the adjusted estimates. 
Hence, wherever possible, both sets of data are provided. 
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Chapter II 

The Framework of Social Accounts 

The main object of Chapter I was to explain the general significance of the 
concept of total national income and the relationship between the three ways 
of regarding it — as a sum of incomes, of expenditure or of products. It follows 
that the statistics can be presented in the form of a balancing account, showing 
for example the various kinds of national expenditure in one part of the table, 
and the forms of income in the other, the two parts adding to the same total. 

A natural extension of this method of presentation is to show balancing 
tables, or accounts, summarising the transactions of particular groups or 
entities within the economy. Thus the economy can be divided into branches 
or sectors and a set of accounts presented for each. The accounts for a sector 
represent a significant grouping of transactions displaying one aspect only of 
the economic activity of the nation. They thus stand between the accounts of 
aggregate national income and expenditure on .the one hand and, on the other, 
the accounts which are (or could be) drawn up by enterprises or individuals 
for their own purposes. The organisation of the statistics into a set of social 
accounts has now become normal practice and is the framework on which is 
built the presentation of the statistics for the United Kingdom in the Blue 
Book. The principal advantage of such a framework is that it displays the 
mutual relations between the different parts of the economy, and the different 
forms of economic activity, in a way which the statistics of aggregate national 
income and expenditure alone cannot do. 

The division of the economy into sectors is a primary feature of a social 
accounting system. There are various ways in which the economy may be 
divided. The essential elements, however,- are : a “ personal ” or household 
sector serving primarily to display the transactions of members of the com- 
munity in their capacity as final consumers ; a sector of which the accounts 
record the transactions of productive enterprises, whether publicly or privately 
owned; a sector for the transactions of the organs of government, both central 
and local, with the rest of the economy ; and a sector, which may be described 
as " the rest of the world ”, the accounts for which record international 
transactions, that is transactions between residents and non-residents. The 
boundaries of some of these sectors may be drawn in various ways, and these 
essential sectors may be subdivided in greater or less detail. 

A social accounting system requires, also, a method of classifying transac- 
tions which can be applied consistently to the various forms of economic 
activity. This introduces into the statistical method the kind of discipline and 
order which are necessary in commercial accounting, although the principal 
consideration in the classification of transactions for social accounting must 
always be to serve the purpose of economic analysis. 

There are two points of view from which transactions are classified. In the 
first place, different types of account are established, each corresponding to 
a particular kind of economic activity. Thus all economic activity and all 
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transactions can be regarded as relating to one of three headings : production, 
consumption and adding to wealth. A production account records the transac- 
tions involved in production and supply of goods and services. A consumption 
account (or income and expenditure account) records the current expenditure 
out of the income generated in production or received by transfers. An account 
for “ adding to wealth ” (or capital account) records the use of the savings 
derived from an income and expenditure account. 

Secondly, all transactions can be divided between requited payments made 
for the supply of goods or services, including the services of factors of produc- 
tion, of for the transfer of financial assets, and unrequited payments, or 
transfers, such as taxes on income, grants and gifts. The importance of this 
distinction is that only the requited payments enter into the national income 
and expenditure as defined above ; the transfer payments represent a redistri- 
bution of the national income without adding to its total. Transfer payments 
thus appear only in the accounts for the individual sectors of the economy and 
not in the aggregate national income and expenditure. For example, the 
income of the government, regarded as an administrative apparatus and 
excluding its trading enterprises and rental income, consists wholly of transfer 
payments and does not appear in the national income. 

The choice of sectors, the content of the accounts displayed, and the classi- 
fication of transactions can be varied, and there are in fact significant 
differences between the systems used in different countries. The methods used 
in the United Kingdom are described below. 

DEFINITION OF THE SECTORS 

The sectors should be so defined that each constitutes a group of entities 
similar ,to one another in general characteristics affecting economic behaviour. 
Any grouping is bound to involve some loss of detail ; the practical objective 
is a reasonable compromise between a mass of particulars and a grouping so 
broad as to obscure important differences. In practice the scope for possible 
multiplication of sectors is restricted by the extent of available information 
to a narrower range than might seem desirable. 

The sectors into which the United Kingdom economy is divided for this 
purpose are : 

Persons 

Corporate enterprises — 
companies 
public corporations 
Public authorities — 

Central Government 
local authorities 
The rest of the world. 

A more detailed description of each sector will be found at the beginning 
of the appropriate chapter in this book. Only a few general points need be 
noted here. 

The accounts for the personal sector record primarily the transactions of 
households and individuals considered as final consumers. (The transactions 
of the other domestic sectors also record, in the last resort, the economic 
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activities of individuals, but of individuals acting as members of collective 
enterprises and institutions.) In practice, however, it is impossible to folate 
entirely the transactions of households and individuals as such, and the 
personal sector includes certain other elements. 

The income of the personal sector necessarily includes the whole income 
(after deducting trading expenses) of self-employed individuals such as. 
farmers, professional people and individual .traders and partnerships. It would,, 
of course, be preferable to separate the transactions of such unincorporated 
businesses from the purely “ personal ” transactions of their proprietors. 
Indeed in every unincorporated business for which adequate books are kept 
(especially for partnerships), some attempt is made to distinguish between the 
income taken out of the business by the proprietor or the partners and the 
income retained in the business. In practice, it is impossible to obtain compre- 
hensive data, or even reliable sample data, which would make such a 
division possible in the social accounts. But even if accounting data were 
available, it is open to question whether the resulting division between 
“ distributed ” and “ undistributed ” income, which must rest on an inherently 
arbitrary statement of transactions within the business, would have real 
significance for economic analysis. Consequently, the saving of self-employed 
persons, which is a very substantial element in the total saving of the personal 
sector, necessarily includes an indistinguishable amount of saving reinvested 
in the' business by the proprietor which, in the case of a company, would be 
regarded as undistributed profit. 



The personal sector also includes private non-profit-making bodies servrng 
persons, such as churches, charities, social clubs and universities. It would 
be preferable to treat these bodies as a separate sector but the necessary 
information is not available ; failing this, they must be regarded as “ collective 
persons ”. Further, the life funds of life assurance companies and the funds of 
occupational superannuation schemes are regarded as the collective property 
of the policy holders or beneficiaries of the schemes ; again, it might be 
desirable, were enough information available, to treat them as a separate 
sector. These extensions of the personal sector affect primarily the capital 
account. The current expenditure of the personal sector is very close to what 
would normally be understood as personal or consumers’ expenditure ; but 
its capital account includes a substantial element of productive, or business, 
transactions. 



Companies and public corporations together comprise the bulk of produc- 
tive enterprises, although a significant proportion of productive enterprises 
consists of the unincorporated businesses of which the net income is included 
in the income of the personal sector, and although some productive enterprises 
are incorporated in the Central Government and local authority sectors. 

A separate sector is established for companies, rather than for all privately 
owned productive enterprises, because of the difficulties described above in 
distinguishing between business income and personal income of the pro- 
proprietors of unincorporated enterprises. An important distinction, which is 
roughly shown in certain tables in the Blue Book, is that between financial 
companies (i.e. companies engaged in the industry “ insurance, banking and 
finance ”) and all other companies. This distinction is particularly significant 
in considering the capital account of the company sector. 
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